Islamic banking has been in practice for long but started receiving due attention and high popularity since last decade. It has received a warm welcome from all over the world and these banks operating on Islamic principles have been able to get a sizeable business not only in Islamic countries but in non-Islamic countries too. Despite exemplary advancements and achievements, there remains number of controversies over various underlying concepts and practices. This paper basically explores and highlights all those controversies and challenges which are in minds of different school of thoughts and are needed to be addressed and overcome if Islamic banking continues flourishing the way it is at present. The authors have also tried to suggest suitable remedies to overcome these challenges where appropriate.
INTRODUCTION
The origin of Shariah (Islamic Law) rulings on how Muslims should conduct their economic and financial affairs are as old as Islamic itself. However, the modern history of Islamic banking can be traced back to 1960s. It was not until last decade that Islamic banking emerged as an established player on financial scene. Middle East and Malaysia remains hub of Islamic finance though most important development is emergence of non-Muslim countries as powerful centres of Islamic banking and finance.
Over the last couple decades or so, Islamic Banking and Finance has grown into a full fledge system and is still growing at an astonishing rate of 15% to 20%, which means it is doubling every 5 years. It can be witnessed by the fact that there are over 475 Islamic Financial Institutions in over 75 countries around the world. Islamic Takaful Industry was worth US$5.3 billion by the end of year 2008, which is expected grow up to US$8.8 billion by the end of the year 2010, an amazing growth rate of 29% pa (World Takaful Report 2010 -Ernest & Young) . Global Islamic Banking and Finance Industry was worth US $822 billion by the end of year 2009 which is expected to grow to US $1.00 trillion in assets by the end of 2010 (The Islamic Fund & Investment Report 2010 -Ernest & Young) . This growth rate has clearly outpaced the conventional banking.
Many of the products offered by the Islamic banks are quite similar to that of conventional banking but there are some norms which are exclusive to Islam. Even some principles render certain conventional banking practices and transactions void.
Before the introduction of Islamic Banking, all the Muslim customers had to rely on the conventional banking practices. These banks products were no way near to the principles of Islam as the conventional banking products revolve around the earnings of interest (Riba) which is clearly prohibited in Islam. The globalization and economical demand of countries collaborating with each other to improve the financial structures of the countries had become impossible without accepting the other conventional banking system. These foreign banks therefore were allowed to establish branches in different countries which ended up giving roots to the trend of interest based transactions and easy lending. This had lead Muslim countries to establish and develop the financial institutions which were in accordance with the Islamic Laws and Shariah Principles. It took a little time to gain recognition and confidence of other countries of the world and to give competition to the conventional Banks. This paper addresses the issues that make Islamic banking controversial. It is structured as follows: Following the introduction, section 2.0 provides an introduction of Islamic banking products and of its fundamental principles and governing rules; section 3.0 reviews controversies and challenges involved in Islamic banking, section 4 explores some unresolved Fiqa issue, section 5 presents some present challenges for Islamic banking concepts and finally section 5.0 concludes this paper.
Fundamental Principles of Islamic Banking:
Islamic banking is an economic and financial framework which is based upon the principles of Islamic Laws also known as Shariah Laws. It's a system of banking which is in accordance with the principles of Islamic law and Shariah. Shariah law prohibits the acceptance or giving interest on the money borrowed or lent which is commonly known as Riba. (Iqbal & Molyneux, 2005) . Sharia law forbids the paying or receiving of interest, or riba, which is held to break the natural bonds between people, reinforce iniquity, and led to social unrest (Ahmad et.al, 2010) . Not all Muslims agree that the Qur'an explicitly imposes such a prohibition, some arguing that the ban was simply intended to prevent a specific pre-Islamic practice which led to the enslavement of many people, and that other forms of interest are permissible and consistent with Islamic belief (Kuran, 2001) . Nonetheless, the prohibition on interest remains the fundamental defining feature of Islamic banking. However, ostensible denial of interest in the Islamic finance sector is underpinned by a range of other tactics which ensure that profit motive is not compromised, and also mean that compliance with the high-minded social ideals said to justify the ban on interest is not a necessary corollary (Lee & Ullah, 2008) .
The prevailing interpretation of Islamic Law, financial instruments that are consistent with Sharia should emphasise profit-and-loss sharing (equity), rather than use of debt contracts which are seemingly prohibited if we accept the interpretation of a Qur'anic injunction against interest. Saudi Arabian government is known to borrow money in the form of debt contract from the international capital markets, despite deriving its political legitimacy from a determinacy to uphold Islamic Law (Aggarwal and Yousef, 2000) .Furthermore, it is argued that much of the financing offered by Islamic banks actually bear a closer semblance to debt instruments than to profitand-loss sharing. Two instruments of profit-and-loss sharing are Mudarabah and Musharaka, key differences being that in the former the bank provides all the credit and none of the management, whereas in the latter both aspects are shared and any losses split according to the initial investment. Two instruments widely used but often disputed, which fall under the "markup principle", are Murabaha and Ijara. Both instruments involve financing the purchase of assets, and are criticised for appearing to involved fixed returns for the bank, which can be seen as being similar to interest (Ali, 2005) .
Controversies and challenges involved in Islamic banking:
It is undeniable fact that Islamic banking is a phenomenon that has taken the financial world by storm. Its continued growth during the period of universal financial meltdown has attracted even more interest into it. All the major non-Muslim countries of the world are competing against each other to become hub of Islamic finance. However, there is not all well and good. The unprecedented popularity and growth is accompanied by controversies and challenges. A review and evaluation of some of key issues that make Islamic Banking controversial is the theme of this paper.
Fatwa is a religious ruling, issued or given by a scholar on the matters of Islamic laws (Ali, 2005) . A Fatwa is required on matters where there is no clear and straightforward guidance from Quran and Sunnah. Fatwa shopping refers to seeking opinion and rulings by Islamic Scholars on matters where there is ambiguity that a certain product or banking activity is in line with Shariah or not. Fatwa resolves controversies and addresses key challenges faced by Islamic Financial Industry.
At present time there is no ultimate authority or a single organisation that governs the Islamic Financial Industry, nor there is any set of rules and guidelines regarding shariah interpretation. All the Islamic Banks have their own shariah boards which oversee and verify conformity of the bank's practices with Shariah Law. These Shariah Boards normally consist of a number of shariah scholars who have well equipped with shariah and finance knowledge. However, due to the limited number of scholars who are well versed in both finance and religion, the Shariah boards tend to be overburdened and the approval process becomes difficult and unpredictable.
From this backdrop, fatwa shopping can be described as the procedure that enables the financial institutions to seek a fatwa on financial product or contracts from the scholars whom they assume will consider such product as Shariah Compliant and later grant them the fatwa (Wilson, 1999) . Ahmad et.al.(2010) consider this to be the same as "forum shopping". In forum shopping the client tries to get their legal case heard in the court thought most like to provide the judgement in their favour without taking into consideration the rule of conflict of law. According to which the litigation should be heard by the jurisdiction that has the most ties with such litigation.
Fatwa shopping is a threat to Islamic Finance Industry because it works against the harmonisation of fatwas. Such harmonization is required in order to minimize complexities and execution difficulties and to decrease the cost of structuring Islamic financial products thus providing more people with access to such products (Lawai, 1994) . Furthermore, fatwa shopping increases the inconsistency between Islamic financial products, leading consumers and investors to be uncertain regarding the Shariah compliance of the offered products and gradually leading them to lose faith in Islamic finance as a whole.
Perhaps relating to the issue of fatwa, there is issue of different interpretation of existing shariah rulings. The existence of various sects in Islam and the fact that each sect has its own authority or body which provides guidance and interpretation on shariah issues makes things more complicated. There is, therefore, always a possibility that interpretations and clarification on a certain shariah issues given by one sect's committee will differ from other sect's committee.
These committees at times give conflicting rulings. A product allowed by one committee can be rejected by the other committee in the same command or jurisdiction. Differences do also arise and exist between the countries and regions. According to a survey by the Khaleej Times (2008), the number of shariah scholars is very low. It would be around the range of 250 -300 which is quite less than what it should be. Out of these numbers, around 15 -20 are most sought (Bokhari, 2008) . It is widely criticised that these scholars are making millions of dollars every year. These scholars are serving not only more than one shariah boards but also providing the advisory services to direct competitors. To deal with this issue in Malaysia in 2005, scholars were restricted giving services to more than one board or committee.
According to Iqbal & Molynenx(2006) , the rapid growth of Islamic banking has meant that the industry has not been able to produce enough experts needed to support this growth. At present, many professionals interested in working in this industry have not had enough time to gain the required experience to enable them to competently manage or advice on Islamic financial transactions. The shortage of Islamic finance experts is affecting, at different levels, the growth of the industry.
One of the main pillars of Islamic Finance is the concept of profit and loss sharing. In Islamic Banking, all the financing activities must be and have always been backed by tangible assets. On the other hand, in conventional banking, the financing activities are carried out back to back without being backed by any assets (Ali, 2005) .
In general, Islamic assets are of long-term in nature and relatively illiquid. At present, this does not present a problem as the majority of the Muslim countries are flush with cash. However, under normal market conditions, the mismatch between the duration of assets which are long-term and illiquid and the liabilities which are short-term can present serious challenges as was evident from the liquidity squeeze that faces western banks and has resulted in serious failings and near global financial meltdown (Akhtar et. al., 2009 ). This liquidity risk is especially serious for the Islamic finance industry as the Shariah compliant repo market is virtually non-existent and Islamic banks may face numerous restrictions when tapping interbank instruments. In addition, this challenge causes banks to run an overly liquid balance sheet, thereby sacrificing profitability and ultimately destroying shareholder value. Sheikh (2006) suggested in his article that Islamic banks often face two types of liquidity problems. Some have excess liquidity which they don't have any clue where to park for short periods as the investment opportunities are few. This result in high cost of carry in the form of foregone opportunities on excessive liquidity funds. On the other hand, there are banks that run into liquidity shortage when depositors withdraw money and do not have access to funds for short periods.
Shariah Auditing is another challenge facing the Islamic finance industry. This subject is still largely underdeveloped and its importance is not fully recognized by industry players whether Islamic banks, Islamic finance professionals or Islamic investors (SunGard, 2009 ).
All the institutions involved in the Islamic Financial Industry are required to conduct Shariah Audit at least once a year according to their by-laws and AAOIFI standards. However as the subject is still not fully developed, the problem arises when trying to see what Shariah Auditing entails. Aioanei (2007) , among the most crucial challenges before an Islamic bank is to create confidence in its depositors as well as all the other operators in the market about the harmony of its operations with the shariah. For this purpose two important steps need to be taken. The first step is to get clearance from a shariah board about the shariah compatibility of all its products. The second step is to provide an assurance that all its transactions are actually in conformity with the verdicts of the shariah board.
According to
Where conventionally structured products are relatively straightforward, similar Islamic financial products tend to be more complex. Shariah compliance often leads to additional requirements in the structuring process which in turn leads to higher transactions costs. However, a combination of ingenuity and persistence has enabled the industry to conquer many inherent obstacles. This has created an industry that is growing steadily and products that are in constant evolution (Akhtar et.al, 2009 ).
Nevertheless, the industry is still facing a shortage in short-term investment products. In the GCC and Europe, the commodity murabaha financing (also known as tawarruq) is the most widely used short term financing instrument. Some Islamic banks have tried to structure alternative products, but they were faced by their inability to generate assets caused by credit ratings and liquidity issues relating to their balance sheet.
The market has recently seen some Islamic structured products which artificially incorporate more than one Shariah compliant mechanism into one single Islamic product in order to replicate the economic effect of a conventionally structured product. For example, the market has seen a swap mechanism which was incorporated into an Islamic structured product in order for the Islamic investor to swap its return deriving from a Shariah compliant underlying investment by a return deriving from an investment which is not Shariah compliant (Obaidullah, 2008) .
From the face of it, the underlying transaction of these Islamic products are Shariah compliant when taken separately, but when looking at their economic effect one can see that they are not Shariah compliant. These so-called Islamic products are Shariah compliant in their form but not in their spirit. Such products should be severely reprehended by the scholars and industry practitioners in order for the market to evolve in the right direction at all times. Such direction should be guided by the spirit of Islam and the values behind Islamic finance (Usmani, 2008) . "Maxim number of Majalat Al Ahakam Al Adliah, which is the first written codification of the fiqh al muamalat considers that meaning should be given to the purposes and spirit of the text and not for its wordings."
Prior to 2008, the sukuk market had been experiencing explosive growth. In fact, in 2007, the global market for sukuk had more than doubled and was on track to continue posting impressive growth.
However, this growth has noticeably slowed since the beginning of the year especially when it comes to the US dollar denominated sukuk and the primary market sukuk.
There are two main concerns over Sukuk, which are:
Pricing: The first concern is over pricing, as with Mudarabah sukuk, the returns are "Profit Share" and with Ijarah Sukuk, they are "Rent", the benchmarks used, whether LIBOR or SAIBOR, are interest rate proxies. These are used so that the returns to sukuk investors are competitive with those on comparable conventional bonds and bills, but this is driven by market considerations and not by shariah (Siddiqui, 2006) .
ii)
Risk Sharing: The second concern is that the returns to Islamic investors are supposed to be justified by risk-sharing, the notion of taking on each other's burden. With sukuk, however, the main risk for the investors is of default, and in such circumstances the investors can be expected to instigate legal proceedings against the issuer to try to reclaim as much of their investment as possible.
Most sukuk are rated, and the rating reflects the probability of default risk, which in turn is reflected in the pricing. For sovereign sukuk, for example, Pakistan has to pay a higher return than Qatar or Malaysia, reflecting country risk perceptions, yet it is the government of Pakistan that can least afford the debt servicing (Siddiqui, 2006) .
According to Usmani (2008) , who considered that, most of the Sukuk in the market are not shariah Compliant. According to him, the investors expect to get the nominal value of their capital returned on maturity, avoiding exposure to market risk. In the case of mudarabah and musharakah sukuk, he believed that the amount the investor gets returned on maturity should reflect the terminal market value of the asset backing the sukuk and not simply its initial nominal value. The asset used as backing for the sukuk should have real financial significance and not simply be used as a legal proxy to justify sukuk trading.
There are a number of crucial issues still remain unresolved. In case it is found that the prevalent fiqhi opinion cannot be changed, it will be necessary for the jurists and financial experts to join hands to find practical shariah compatible solutions for the problems faced by Islamic financial institutions. In the absence of such solutions, the risks faced by Islamic banks may be higher and the need for capital greater. Capital standards which are significantly higher than those for conventional banks may reduce the profitability of these banks and make them less competitive.
Other Challenges: The size and the phenomenal growth of Islamic Banking have started to attract the attention of international players and many new entrants alike. Therefore many conventional banks are now offering Islamic products and services through "Islamic Windows" typically a self-contained subsidiary. New start up Islamic Financial Institutions has been prepared to offer more competitive products and services to build market share.
As customers' financial sophistication and financial awareness increase, so do their expectations of high quality service. Today people are costumed to being able to rapidly obtain finance approvals. This adds to challenge Islamic Banks.
Not only do manual processes increase errors, rework and customer complaints, they also adversely affect a bank's ability to maintain competitive pricing for its products and services for its customers.
The need for transparency and accountability in the global financial markets has led to a wide range of new regulations. For Islamic Banks, in addition to meeting international regulations such as IAS 39 and Basel II, additional regulations such as those defined by the Accounting and Auditing Organisation for Islamic Financial Institutions (AAOIFI) must also be met (Khan and Bhatti, 2008) .
Equally, every Bank must be able to meet local regulatory reporting and operational requirements. This can be a challenge in itself, especially in nonIslamic countries where central Banks and other regulatory bodies may impose requirements which conflict with Shariah standards and principles.
Islamic banking industry need to review to carter the demand of more sophisticated products and services which is likely to grow rapidly. It should be innovating rather than replicate the conventional banking products to meet the growing needs of its customers. (Iqbal et al., 2010) .
CONCLUSION
Islamic banking and finance now is the strong industry in the Islamic and Western markets, but will continue to face struggles in the process. Due to the religious underpinning, the Islamic finance industry faces a set of unique challenges. The above points are only a handful. As more experts join in the ranks, the industry players should carefully consider the challenges and develop processes to consciously improve every aspect of industry.
Unlike conventional finance, the success of Islamic finance depends on both satisfying faith and economics. As such, industry stakeholders are invited to share their knowledge between each other and to have a better communication with the scholars and finance experts. In addition, it is crucial to remember at all times that the purpose of Islamic Finance practioners is not to "replicate" in an Islamic way, the conventional finance products but to create new financial products which appeal to Islamic Banks and investors, even if this means slower growth.
